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THE NEW 


“Volume 1—Number 1.” These 
words mean that at last. the first 
number of the first volume of the 
L. R. B. & M. Journal has come into 
being, and that which existed in our 
imagination only, now has a “local 
habitation and a name.” 

We reproach ourselves at times be- 
cause this paper was not begun long 
ago. Perhaps it was just as. well to 
wait, however, until the need of it 
became imperative, because all of us, 
staff and firm; will now work more 
earnestly and with a firmer resolve 
that it must be continued and must 
be made a success. 

It is clear that an office journal 
is needed. With live and growing 
offices-in cities as widely separated. as 
Philadelphia, 
Boston, Pittsburgh and Washington, 
not to mention our agencies, there 
must be some medium available, 


New York, Chicago, 
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whereby interesting office news of all 
kinds may be made known to us all. 
If we do not have some way of making 
these offices acquainted with one 
another, they will always be strangers, 
and that must not be. They form one 
group, in fact, and they must do so 
in spirit. — 

If it. were possible to assemble all 
of the members of all the office staffs 
together every now and then, it 
would be a splendid thing. This is 
not feasible now, however, so let us 
try hard to make a success of the next 
best thing—an office journal—by 
reading it with interest, by jotting 
down items of news for it, by prepar- 
ing articles for publication and by 
“boosting” it generally. 

With this: first number of the 
Journal we extend a most cordial 
greeting to every member of the staff 
of every office. Tae Fina. 
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WHY MODERN BUSINESS MUST DEPEND UPON 
COST ACCOUNTING 


enterprises would have changed 


‘hae war threw heavy financial 
hands in a few days, but such 


burdens on corporations which 


undertook to manufacture munitions statements not 


and other supplies under government 
contracts, and these concerns realize 
that their profits have depended quite 
considerably upon 
their cost accounting systems. In the 
emergency of war, many corporations 
found that their accounting organiza- 
tions were unprepared to cope with 
the problems which arose in connec- 
tion with financing and eost account- 
ing. While incomplete accounting 
methods may have served their pur- 
tolerably well when market 
conditions did not materially change 
from year to year, these were inade- 
quate when new competitive condi- 
tions were suddenly introduced. 

Corporations managed by men of 
foresight have long appreciated the 
advisability of developing their ac- 
counting organizations along with the 
production and sales departments. 
Such concerns have a_ two-fold ad- 
vantage over competitors not so well 
organized. They can administer their 
daily business more efficiently with 
the aid of the control afforded by 
accounts and they are better prepared 
for new requirements of financing and 
production. 

In his second edition of “Auditing 
Theory and Practice’ published in 
1916, Mr. Montgomery says: 

“The author has had several 


pe ses 


the adequacy of 


being promptly 
available, the sales were not made. 

“In one case the president of a 
corporation in which he owned a 
controlling interest was offered 
two and a half million dollars for 
control, subject to examination by 
accountants. He accepted. When 
an attempt was made to ascertain 
the earnings for a period of years 
it was found that no accurate rec- 
ords had ever been kept. Large 
profits had been realized, but the 
only reason this was known was 
because the money was in the 
bank. Physical inventories had 
never been taken and book in- 
ventories had not been kept. At 
the time of the proposed purchase 
the plant was operating on an ex- 
tensive scale, but as no cost 
records were kept, it was impos- 
sible to determine the rate of 
profit on the current output. The 
deal was called off. 

“The president complained bit- 
terly. He had paid enormous 
dividends, which he knew had 
been earned, but no one could 
determine just when and how they 
were realized, and the condition 
of the accounts cast suspicion on 
the whole enterprise.” 


Too many corporation 


managers 


experiences in which it was dem- 
onstrated that if periodical state- 
ments of the results of operations 
duly certified to by responsible 
auditors had been available, large 


in the past have complacently taken 
the position that it was unnecessary 
for the success of the business to keep 
regular, accurate and detailed records 
of the costs of the various operations 
and articles produced. Why be con- 
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cerned with losses if losses could) be 
absorbed by profits on other lines and 
leave a fair average net gain) The 
war has demonstrated that such pol- 
icy was a mistake. [t did not insure 
continuing when these con- 
cerns were confronted with the prob- 
lem of restricting their 
certain. products and 


SUCCESS 


increasing the 


output of others, and entering into 
large commitments. These concerns 
could not act quickly enough tn the 


emergency to take the best advantage 
of demands. The enormous quantities 
of goods required multiplied narrow 
margins of profit or loss per unit into 
very large sums 

The unusual conditions brought 
about by the war have not reverted 


to normal with the cessation of war- 
fare. In fact, conditions may not 
be stabilized for years to come. Even 
under stable conditions of trade, the 


most successful have, as a 
rule, organized 


cost accounting. 


concerns 
effective 


We should aim to give our clients 
such advice as regards the keeping of 
their general and cost accounts as will 
afford them the best protection and 
insurance. 


If new capital is needed, 


output of 


systems of 


the accounts and audit reports over a 
period of years should be in’ such 
shape that the results of the operations 
may be readily demonstrated to out- 
side parties. 

From the point of view of the execu- 
tives who seek to maintain the most 
effective administrative control of the 
business, the accounts should be so 
constructed as to permit of compara- 
live statements being drawn off at 
regular periods. The design of execu- 
tive reports is exceedingly important. 
They should be condensed so that 
busy executives may see at a glance 
the salient results and the variations 
from standard performance which may 
call for action. They should also be 
sufficiently comprehensive as to give 
a broad and complete summary of the 
operations of the business as a whole. 

From the point of view of the man- 


ager of the business, the concern 
needs an adequate system of cost 
accounting, a system that will be 


simple to administer and will furnish 
data promptly to enable the manager 
to follow the effects of production and 
of the labor, material and 
expense on the profit and loss account. 


costs of 








L. R. B. & M. JOURNAL 


INCOME TAX MOST POPULAR SOURCE OF 
STATE REVENUE 


, por 1) elfth \nnual \ mierence Ith \} del System ol Paxation 


md he AUSpiIce Ol h Nat il PPO pose DN th committee would 
Pax Association eld in (.pieas n Con rhe if il tax upon tangible 
lune \¢ () Igy ‘ tlended \ property here it is sttuated: (2) a 
om lO hundred met largely iX per ul x pon income assessed 
therals fro nos i ay tates ) Ipor Nh basi i esidence of the 
the Union. but in part also, college iXpa ithin = the hurisdiction. = of 
WOTteSsSO iW ve CO nt nd | Lh na ) tar 
itther student t taxation problems upon bust evied by the state. tf 

Phree meetings ere held eact i\ th b\ r revel is not met 
rv consideration of questi a »y the two preceding taxes, upon all 
n from omparatively narroy md 1) . tH than hie tate. In 
echnical question ( nethod © Dass hould be mentioned that 
‘ ion © il \¢ I ’ t th ontference 
st questior nent mpha opp w forms ol 
yf | { ( I ites Is th clous eirel 
with re vat { ince leadu to g ing 

Informal dis Sit I I I e d growing needs 
is well s the mal pap ead, nue leading to more and more 
brought it oO fact ( iearly: revel » be extravagantly squan 

i fh Miecor iX I st ‘ red 

popuilal orn ixati nd \{ eting msidet Phe 

is kel LO be WMopted I nany Paxatio t Income Colonel R. at 

stal n tl next few years. Vlont nel resiaged nd the prin- 

2. Some form of co-ordination cipal speaker as Dr. Thomas 5. 

of taxation by the federal govern \dams former president of the 
ment and the several states Is be- National Vax Association and until 
coming more and more necessary) October, LOL9 hairmat f the Ad- 
in order to save business from un- isory Tax Board of the Bureau of 
bearable tax burdens. Internal KRevenue. 

\ tentative suggestion for co-ordina- Dr. Adams, a prominent speaker at 
lion in taxation of estates and inhertt- ther meeting t the conterence also, 
inces was that one tax might be = gave very forcefully his opinions which, 
levied by the Federal government and = owing s connection with the In- 
the proceeds divided among it and ternal Hevenue Department, were re- 
the states having jurisdiction of the ered ith great interest’ by the 
mnheritance. conterence. Suggestions in his talk 

Of particular interest to account- upon the Federal Income ‘Tax situa- 
ints was the meeting of Wednesday ion were that the excess profits tax 
evening, June 18, upon the subject of © must continue for the immediate 

The Taxation of Incomes” and the future because no other method of 
meeting of Thursday morning, June 19, raising sufficient revenue ts apparent, 
it which Prof. Charles J. Bullock of — that on the whole the computation 
Ilarvard University presented the re- f excess profits taxes on the basis of 
ort of a committee appointed at the Invested apital Js quitable in its 
preceding conference in 1917 upon “A results. that as soon as revenue re- 


Plan of a Model System of State and quirements will permit the excess 


t 
Local Taxation.” profits tax should be abandoned and 
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income tax rates upon corporations 
increased, with reliance upon increased 


luxury and consumption taxes for 
further revenue, that the Federal 
kstate Tax offers a form of raising 


which the national govern- 
ment is not likely to abandon, that 
the higher rates of surtaxes on income 
of individuals should be veduced and 
that the country should recognize the 
economic need of the government to 
raise by taxation as much as possible 


revenues 


of the revenue for the next few years, 
and not to ditsorganize normal busi- 
ness development by further great 


public loans. 

\t this meeting 
“Federal Taxation” 
R. H. Montgomery 
recommended a number of changes 
in the Federal Income Tax law, some 
of which were as follows: 


the committee on 
of which Colonel 
was a member, 
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1. Abolition of excess profits 
taxes as soon as revenue require- 
ments permit. 

2. Distribution of the tax upon 
gains on sales of property over the 
years in which the increment of 
value accrued. 

3. Provision for deduction from 
income of prior years of net loss 
of any year, as a permanent fea- 
ture of the revenue law. 

I. Returns of gross rather than 
net income. 

». Abolition of exemption of in- 
terest on state and Federal bonds 
and abolition of exemption of sal- 
aries of state and all other govern- 
ment employees. 

6. Different rates for 
and unearned income. 

kK. ke. WAKEFIELD, JR. 


earned 


NEW BONUS PLAN ANNOUNCED 


Ngiieny careful consideration, the 
CX firm has concluded to adopt a 


definite plan of bonus determination 


and payment as being more. satis- 
factory than the custom of paying 
special bonuses. It is believed that 


length of 
service is the most practicable method 
and one which will effect substantial 
justice, having in mind that it does not 
supersede our custom of recognizing 
advancement in capability by increase 
in salary. 

Bonuses will be paid during the 
month of April and will be calculated 
on the amount of regular salaries for 
the 12 months ended March 31st, at 
the following percentages: 


a bonus system based on 


7 end of second 


. veal 
6%, *-.“ third 

8% “ “ fourth 

10m “ ” fifth 

2Yy, ~~ “ sueth 

14% seventh 
16°, “* “ eighth 


8°) end of ninth year 
20% tenth 
The first payment under this plan 


will be reckoned on the salary from 
January Ist, 1919, to March 31st, 
1920. In determining the period of 


employment, more than six months’ 
service will be counted as a year—for 
instance, a and seven months 
will be considered as two years, ete. 

It will be appreciated that it would 
not be equitable to the staff as a 
whole if those leaving were to be on 
an equality with those who remain, 
therefore, bonuses will be paid in 
respect to each year only to those 
in our employ at the end of the bonus 
year unless special conditions justify 
a departure from the foregoing rule. 


year 


Members of the staff who were 
away on war duties and have since 
returned will be considered as not 


having been absent. This bonus plan 
is retroactive as to the period of em- 


ployment and will apply to every 


member of the organization. 
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Published monthly by Lybrand, Ross 


Bros. and Montgomery, for free dis- 


tribution to members and employ- 


ees of the firm. 


The purpose of this journal is to convey 
to every staff and 
office confidential communications of 
the plans 


member of the 

and accomplishments of 
the firm, to provide a medium for the 
exchange of ideas 


suggestions and 


for improvement; to encourage and 
maintain a proper spirit of co-opera- 
tion and interest and to help in the 
solution of common problems. 
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It is very gratifying to receive letters 
which are voluntary expressions of 
satisfaction on the part of clients. 
During the past month, letters of this 
kind were received at three of our 
flices from which we quote as follows: 


“| have been absent from home 
for some days and [| am now in 
receipt of your letter of October 


& M. 
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6th and your report, with addi- 
tional copies, upon the examina- 
tion of the assets and accounts of 
this Company. [| have read it 
with much interest and will dis- 
tribute the additional copies to 
the Members of the Board. of 
Directors. The work of your 
representatives and their contact 
with the employes and officials of 
the Bank were highly gratifying 
to me 

“We believe it only right to take 


this opportunity of expressing to 
vou the high appreciation tn which 


we hold Mr. Hl and Vir. 
\ . These men gave a per- 
sonal touch and interest to their 
work which reflects great credit 


on the superiority of your organi- 
zation 


“We are highly pleased with 
the work accomplished and assure 
you that we expect to utilize your 
services quite regularly in- the 
future. 

‘Tt is difficult to express my 
appreciation of the work you have 
done in the reorganization of the 

Company. You have 
inestimable assistance in 
the solving of the many complex 
questions which have arisen, and 
1 thank you most heartily for 
your patience and your interest 
in our problem.” 


elven 


COMPUTING DEPRECIATION 


\ very clear discussion of the prin- 
ciples of depreciation accounting in 
relation to a telephone company is 
presented in a recent opinion by the 
Oregon Public Service Commission. 

Re: Pacific Telephone & Telegraph 

Company, P. U. R. 1919D 345. 


The office in New Haven, Connecti- 
cut has been closed and 
that state will now be 
New York or Boston 


chents in 
served from 
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WASHINGTON 


VOR several months we have had 
| in office in Washington, D. C., and 
it is now permanently established in 
the tmon Trust Building in charge 
f Vir WK. Sheridan Elayes as managet 
An important service which this office 
oO assist” the 


will p mm ill be 
other tices nd our agents in. the 
West and South in expediting action 
upon claims for special relief and for 


refunds filed with the Internal Rev- 
enue yepartment ind in obtaining 
special rulin ind interpretations of 
rulings from the proper officials in 
that department. ‘This service should 


be of positive benefit to clients, as we 
have learned trom xperience = that 
more favorable decisions can be gen- 
erally secured by having a representa- 


tive discuss the issues) in person 


FIRM MEMBERS HONORED 
AT ASSOCIATION MEETING 


Vir. Mlontgomery attended the an- 
nual meeting of the American’ Insti- 
tute of Accountants at Cincinnati and 
at the banquet made a speech on the 
subject of golf. Vir. Mlontgomery was 
appointed chairman of the Committee 
on Subsidiary Organizations. Mur. T. 
kcdward Ross was elected as member of 
the committee on Professional l[:thies 
and Vir. \dam . Ross Was elected as 
member of the Council for five years. 

The following papers were read at 
the meeting, and, no doubt, will appear 
in an early number of the Journal of 
Iecountancy: 


“( ‘apital Stock ol No Pat Value.” 
by Fk. H. Hurdman. 

“Consolidated \ccounts, ” by 
(ieorge R. Webster. 

“Relation Between Invested Cap- 
ital and Excess Protits,” by 
Stephen G. Rusk. 


OFFICE BUSY 


with officials in the Department at 
Washington 


Members of the staff may properly 


mention to chents that we are pre 


pared to undertake such service 
through our Washington Office. In 
urgent ies where quick action. is 
desirable telephon vw telegraph 


Vir. Haves. 

It is expected that the Washington 
Office will be of material assistance 
iso in other lines besides taxes. Vir. 
Lhave has already, in fact. devoted 
a considerable portion of his time in 
co-operating with the other offices in 
the prosecution of claims under can- 
celled contracts. To further the in- 
terests of clrents. personal contact will 
be established with the Federal Trade 
(commission, the ‘Treasury Depart- 
ment, the Department of Commerce 
and with other bureaus. 


One of the resolutions which was 
unanimously adopted at the meeting 
was as follows: 

“Resolved, that it is the sense 
of this meeting that audit) com- 
pamies and similar organizations 
are detrimental to the best inter- 
ests of the accounting profession.” 


ISSUE OF STOCK WITHOUT 
PAR VALUE IS AUTHORIZED 


An act approved July 12th, 1919 
authorizes corporations formed or re- 
organized under the laws of Pennsyl- 
vania to issue preferred stock and 
common stock without par value. 
The certificate of incorporation o1 
reorganization must state: 

a) The number of shares of 
each class with par value. 

b) The number of shares of 
each class with no par value, 

¢) The amount of capital with 
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which the corporation will begin 

business. 

The capital with which the corpora- 
tion will begin business is known as 
the “Stated Capital.” The stated 
capital shall not) be greater than 
the excess of assets over liabilities as 
shown by the books of the corporation. 
No corporation shall declare or pay 


any dividend out of capital or out of 


invthing except net profits or surplus 
earnings. 

Phe issue of stock without par value 
is now authorized by ten states, 
namety: 

Vew York 

Maryland 

California Pennsylvania 

Delaware New Hlampshire 

Viaine Ohio 


Virginia 
Hinois 


INCOME TAX NOT INCLUDED 
IN OPERATING EXPENSES 


In several recent decisions it) has 
been uniformly held that Federal in- 
come taxes paid by a public utility 
should not be included in operating 
expenses. The tax is levied upon the 
income of corporations, and as divi- 
dends received upon stock are subject 
lo exemption, inclusion of income 
faxes as an operating expense would 


result in transferring the incidence of 


the tax from the stockholders to the 
consumers of service. 
Re: Public Service Company of 
Northern Hlinois, P. U. R. 
l919D 809: 
Re: Springfield Water Company, 
ibid Page 853: 
Re: Western States Gas & Elec- 
tric Company, P. U. BR. 
L91B 185 


FINANCIAL NOTICES 


We shall enumerate under this head 
the names of corporations which mar- 
ket additional stock through bankers 
who insert our name as the responsible 


accountants in the newspaper adver- 
tisements. Many issues of stock are 
sold by bankers by means of circulars 
which are distributed only to their 
customers and, in some instances, we 
shall not include the names of the 
companies in this list. 

June 30th, 1919-— 125,000 shares 
f no par value stock of Indian 
Packing Corporation, advertised 
by Miller & Co. 

Sept. 8th, 1919-—S3,000,000 86; 
Cumulative Preferred) Stock of 
Standard Tank Car Company, 
advertised by Spitzer, Rorick & 
(0 


COST ACCOUNTANTS FORM 
NATIONAL ASSOCIATION 


\ meeting of cost accountants was 
held in Bulfalo, October 13th and Lith, 
for the purpose of organizing the 
National Association of Cost Account- 
ants. Mr. Gree attended the meeting 
as representative of our firm. The 
officers elected were as follows: 

President 

J. Lee Nicholson, New York 

First Vice President 

William M. Lybrand, New York 
Second Vice President 

W. P. Hilton, Norfolk 
Treasurer 

Hl. D. Greeley, New York 

Vir. Gee was elected director to 
serve for three years. 

The constitution and by-laws of the 
Association have not yet been adopted 
but after they have been ratified, we 
shall outline in this JouRNAL the pur- 
poses of this organization and the con- 
ditions of membership. 


Mr. Montgomery and Mr. E. EF. 
Wakefield, Jr.. of the Boston Office 
attended the annual convention of 
the National Tax Association held in 
Chicago. June 16-20, 1919. A> sum- 
mary of the proceedings at this meet- 
ing is given elsewhere in this number 
of the JoURNAL. 











Kee, 








